Commissioners

Tony Astorga
(Co-Chair)

William J. Post
(Co-Chair)

Frank Alvarez
Fritz Aspey
David Bartlett
Johnny Basha
Drew Brown
James Bush

Ray Clarke

Peter Fine

Tom Franz
Kristine Garrett

Y olanda Kizer
Ivan Makil

Anne Mariucci
Monsignor Edward Ryle
Rano Singh Sidhu
David Smith
Randie Stein
Mary Upchurch
Joel Valdez

Executive Director
LeezieKim

Citizens Finance Review Commission

Eliminatethe 1% Resdential
Property Tax Cap

Prepared for the Citizens Finance Review Commission

by

Property Tax Research Committee
Tom Franz, Chair
Randie Stein, Chair
and

Authors:

James Bush, Partner at Fennemore Craig PC

Timothy Hogan, Executive Director, Arizona Center for Law in the
Public Interest

Gretchen Kitchel, Senior Public Affairs Representative of APS

Penny K otterman, President of Arizona Education Association

Kevin McCarthy, President of Arizona Tax Research Association

James M eulemans, Deputy Assessor for Maricopa County

Steven Partridge, Of Counsel at Fennemore Craig PC

Kevin Ross, Assessor for Maricopa County

Randie Stein, Principal of Glennon Stein Associates

Joseph Usher, Senior Tax Specialist of Intel Corp.

Neil Wolfe, President of Neil R. Wolfe, LLC

This paper istheresult of the collaborative efforts of many people. This paper isnot, however,
representative of the views of all or even a consensus of the committee membersand thecritical
reviewers. To attribute any author with the various positions taken in this paper would be
misleading. Rather, the author s attempted to disclose as fully and succinctly as possible the various
different opinions and literature on any given topic to aid the CFRC in its deliberations.

September 12, 2003



Critical Reviewers:

Lisa Atkins
Executive Director
County Supervisors
Association

Dr. Roy Flores
Chancellor

Pima County
Community College

Mark Barnes

Economist

Barnes & Associates of behalf of
League of Arizona Cities and
Towns

Elaine Smith
Senior Economist
Arizona Department of Revenue

Kent Ennis
Economic Consultant
CH2M Hill

Jill Welch
Economist
Elliott D. Pollack & Co.

a 2003 by the Citizens Finance Review Commission. This document may be reproduced without restriction provided it is
reproduced accurately, is not used in a misleading context, and the author(s), the Citizens Finance Review Commission and the
Arizona Department of Commerce are given appropriate recognition.

This report was prepared for the Citizens Finance Review Commission with funding and/or assistance from the Arizona
Department of Commerce and the Commerce and Economic Development Commission, and may be presented independently
elsewhere at the authors' discretion. This report will be available on the Internet for an indefinite length of time at
www.azcfre.az.gov. Inquiries about this report or the Citizens Finance Review Commission should be directed to the Office of the
Governor of Arizona, (602) 542-7601.

The authors and sponsors have made every reasonable effort to assure the accuracy of the information contained herein, including
peer and/or technical review. However, the contents and sources upon which it is based are subject to changes, omissions and
errors and the authors and sponsors accept no responsibility or liability for inaccuracies that may be present. THISDOCUMENT
ISPROVIDED FOR INFORMATIONAL PURPOSES ONLY. THE AUTHORS AND SPONSORS PRESENT THE
MATERIAL IN THIS REPORT WITHOUT MAKING ANY WARRANTY, EXPRESS OR IMPLIED, INCLUDING THE
WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE, OR ASSUMING ANY LEGAL
LIABILITY OR RESPONSIBILITY FOR THE ACCURACY, COMPLETENESS, OR USEFULNESS OF ANY
INFORMATION, APPARATUS, PRODUCT, OR PROCESS DISCLOSED, OR REPRESENTING THAT ITS USE WOULD
NOT INFRINGE PRIVATELY OWNED RIGHTS. THE USER ASSUMES THE ENTIRE RISK ASTO THE ACCURACY
AND THE USE OF THISDOCUMENT AND ANY RELATED OR LINKED DOCUMENT.



The proposal:

Under the Arizona Constitution (Article 9, Section 18), the maximum amount of primary
property taxes that can be collected on aresidential property in any tax year cannot exceed one
percent of property’sfull cash value. This 1% limitation only appliesto Primary taxes. Primary
taxes are assessed on the limited value and used for the maintenance and operations budgets of
the various tax jurisdictions. Voters added the 1% limitation to the constitution in 1980 to protect
themselves from unreasonabl e increases in homeowner property taxes.

The 1% limitation doesn’t apply to secondary tax assessments. Secondary taxes are assessed on
the full cash value and are used to pay for debt service (principal and interest) on bonds, budget
overrides, and specia district levies. Secondary property taxes for bond debt service, budget
overrides, and most levies by special property tax districts require voter approval.

The Legislature doesn’'t have the authority to change the Constitution. The Legislature can refer
constitutional amendments to the voters.

The proposal before this commission is the elimination of the 1% residential property tax cap on
primary taxes.

Please see appendix A for alist of the 23 tax jurisdictions that appear to be above the 1%
limitation, after the homeowner’ s rebate, in FY 03 per JLBC.

How to administer thistax reform:

Systems and personnel are already in place at the County and State to administer and collect the
residential property tax. The County Assessor determines the full cash and assessed taxable
value. The County Treasurer prepares and collects the tax bills.

I mpact of thistax reform on Existing Revenue Systems:

Theresidential property tax cap is primarily administered at the County level. A voter- approved
change in the 1% limitation on the primary tax should result in minimal administrative costs to
the County or State Government. The County will continue to determine residential property
values and collect the tax. State and Counties can reduce administrative costs incurred to track
the limitation. State can reduce cost of subsidies made to high primary tax rate jurisdictions.

After the homeowners rebate of 35%, the 1% cap affects ~23 tax jurisdictions. JLBC has
estimated the State cost of the 1% cap at ~$11M. Eliminating the cap resultsin atax increase on
homeowners in those jurisdictions.

Elimination of the 1% cap will make other property tax proposals before the CFRC less
problematic. The proposal to reinstate a new statewide property tax would have the obvious
impact of increasing the number of residential property taxpayers exceeding the 1% cap. In
addition, proposals to decrease business assessment ratios for primary taxes will have the effect
of increasing residential property taxes and increasing the number of residential properties above
the 1% cap.



Cost to Administer proposal:

Because systems and personnel are already in place at the County and State to administer and
collect the property tax, the cost to administer the elimination of the 1% cap should be minimal.
Existing systems can be adjusted for changes in assessment ratios, 1% cap adjustments, etc.

Policy Considerations:

Equity

Elimination of the 1% cap improves horizontal equity by eliminating State subsidies to high tax
rate jurisdictions & provideslocal taxing jurisdictions more flexibility in funding their
operations.

Removal of the 1% cap aso provides the Legislature with opportunities to equalize the property
tax burden for all taxpayers (ex. reducing or eliminating the homeowners rebate, creating an
equalized single assessment ratio for al taxpayers, etc).

Economic Vitality
The 1% cap helps promote residential development by holding down residential property taxes.

Elimination or narrowing of the disparity between residential and business property taxes will
benefit all types of businesses and promote economic activity.

Volatility
The amount of property tax raised each year is moderately stable because of new construction
and rising property values.

Simplicity

Elimination of the 1% cap simplifies administration of the property tax system by removing the
requirement to track and adjust for the 1% limitation. High tax rate jurisdictions would no
longer receive a subsidy from the State.

Elimination of the 1% cap requires a constitutional amendment, approved by a mgjority of the
voters. Voterstend to reject tax increases unless used for specific purposes (ex. improve
education funding).

Accountability:

As defined in the Fiscal 2000 study, accountability is “providing links between the revenue
raising responsibility and the spending authority so that voters can hold elected officials
responsible for both the revenue and spending decisions.” Clearly, the 1% cap frustrates the
important criteria of agood fiscal system by breaking the link between the spending decisions of
local government and the responsibility of residential taxpayers to participate in the funding
those spending decisions.

Economic Impact:



Elimination of the 1% cap resultsin a property tax increase of ~$11M for taxpayersin high tax
rate jurisdictions (see Appendix A for list of jurisdictions). Of the $11M, $8M isfor Tucson
Unified School District and $1.1M isfor Apache Junction Unified.

Further, elimination of the 1% cap may provide opportunities for further property tax reform,
such as a single assessment ratio on all property.



Appendix A —Per JLBC, Tax Jurisdictions in excess of 1% Limitation after homeowner’s rebate
in FY 03:

COUNTY SCHOOL DISTRICT
Cochise Bisbee Unified

Cochise Bowie Unified

Cochise San Simon Unified
Cochise McNeal Elementary
Cochise Ash Creek Elementary
Gila Miami Unified

Gila Hayden-Winkelman Unified
Maricopa Union Elementary

Pima Tucson Unified

Pima Empire Elementary

Pinal Florence Unified

Pinal Ray Unified

Pinal Mammouth-San Manuel Unified
Pinal Superior Unified

Pina Maricopa Unified

Pinal Coolidge Unified

Pinal Apache Junction Unified
Pinal JO Combs Elementary
Pinal Casa Grande Elementary
Pina Red Rock Elementary
Pinal Eloy Elementary

Pina Picacho Elementary
Yuma Crane Elementary




